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OVERVIEW OF
APPROACH

Executive Summary

1. Executive Summary

CVS Caremark Corporation (“CVS Caremark” or “Company”) is a pharmacy
innovation company with extensive operations in Michigan. In 2011, CVS
Caremark’s Michigan operations contributed approximately $520 million to
Michigan’s gross domestic product (“GDP”) and supported more than 8,000
jobs in the state (see Table 1).

Over the next ten years combined, CVS Caremark’s contribution to Michigan’s
total GDP will be approximately $7 billion if its growth matches the average
annual growth for the national economy (an estimated 4.8%) as projected by the

Congressional Budget Office.! If CVS Caremark’s growth matches its recent
revenue growth (16% on average since 2001), its contribution to Michigan’s
total GDP over the next ten years would increase to approximately $15 billion.

CVS Caremark retained Anderson Economic Group (“AEG”) to study the eco-
nomic scope of the Company's operations in Michigan. The specific model used
is an input-output model, which uses the U.S. Department of Commerce
Regional Input-Output Modeling System (“RIMS II”) to estimate spending,
employment, earnings, and value added in a region due to an increase in final
demand. AEG utilized the RIMS II modeling system as well as information pro-

vided by CVS Caremark regarding its direct activities within Michigan.?

CVS Caremark’s economic activity is measured by the following:

1. Employment—Jobs supported by CVS Caremark operations in the state.

2. Earnings—Gross compensation (e.g. wages, salaries, health benefits, insur-
ance) supported by CVS Caremark’s operations in the state.

3. Tax Revenue—State and local revenue from major taxes supported by CVS
Caremark’s operations in the state.

4. Value Added—The overall income supported by CVS Caremark's activities in
the state. This includes compensation paid to workers, net profits earned by
local businesses, and taxes paid to state and local governments. This is CVS
Caremark’s contribution to Michigan’s GDP.

For each of the above measures, we estimated two types of impacts: the direct
impact, which includes CVS Caremark’s direct expenditures, employment, and
wages paid to employees in Michigan during 2011, and the indirect and induced

1. Average annual growth in nominal GDP between 2012 and 2021 from the Congressional Bud-
get Office, The Budget and Economic Outlook: Fiscal Years 2012-2022, January 2012 Base-
line Forecast.

2. This report includes all CVS Caremark spending in our analysis in order to estimate the eco-
nomic scope (or footprint) of the Company’s activity in Michigan, as opposed to the Com-
pany’s net economic impact.

Anderson Economic Group, LLC 1
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Executive Summary

impacts, which are the expenditures made by suppliers and households as initial
expenditures were re-spent in the local economy.

SUMMARY OF Table 1 summarizes the economic scope of CVS Caremark operations in Michi-

FINDINGS gan during 2011. We estimate that CVS Caremark’s operations supported over
8,000 jobs and $283 million in earnings in Michigan last year. CVS Caremark’s
contributions to GDP (or its value added) was almost $520 million in 2011.

TABLE 1. Economic Scope of CVS Caremark Operations in Michigan, 2011

A B C=A+B
Direct Indirect & Induced Total
Employment 5,274 2,786 8,060
Eamnings (millions of $) $188.9 $94.8 $283.7
Tax Revenue (millions of $)* $87.7 $18.3 $106.0
Value Added (millions of $) $307.2 $212.6 $519.8

Source: AEG Estimate using CVS Caremark data and Bureau of Economic A nalysis
RIMS II Multipliers
Analysis: Anderson Economic Group, LLC

a. “Direct” tax revenue shown here includes personal income tax withheld from
employee wages. In the value added calculation, we make sure to exclude this with-
holding as to not double count.

Anderson Economic Group, LLC 2



About CVS Caremark

1I. About CVS Caremark

CVS Caremark provided the following description of its operations:

CVS Caremark is a pharmacy innovation company dedicated to helping people
on their path to better health. The Company is uniquely positioned to provide
caring expert guidance, new cost-effective solutions, and convenient access to
pharmacy care and engages plan members in behaviors that improve their
health and lower overall health care costs for health plans, plan sponsors and
their members. CVS Caremark is a market leader in mail order pharmacy, retail
pharmacy, specialty pharmacy, and retail clinics, and is a leading provider of
Medicare Part D Prescription Drug Plans. As one of the country's largest phar-
macy benefits managers (PBMs), CVS Caremark provides access to a network
of approximately 65,000 pharmacies, including more than 7,300 CVS/phar-
macy® stores that provide unparalleled value and service to consumers.
Among the solutions provided that make a difference are clinical offerings
such as the signature Pharmacy Advisor™ program, innovative generic step
therapy and genetic benefit management programs that promote more cost
effective and healthier behaviors and improve health care outcomes.

The PBM division provides a range of services including mail order pharmacy,
specialty pharmacy, plan design consultation and administration, formulary
management and claims processing. CVS/pharmacy stores sell prescription
drugs and a wide assortment of high-quality, nationally advertised brand name
and private label merchandise. Its retail-based health clinic subsidiary, Minute-
Clinic, utilizes nationally recognized medical protocols to diagnose and treat
minor health conditions, perform health screenings, monitor chronic condi-
tions, and deliver vaccinations.

CVS Caremark employs approximately 200,000 colleagues in 44 states, the
District of Columbia and Puerto Rico. All of its employees, including pharma-
cists, pharmacy technicians, nurse practitioners, physicians, finance and sales
professionals, technology and information system professionals, front store
associates and others are working diligently to expand the Company's role in
providing quality health care and to meet the needs of consumers during this
unprecedented time of change in the United States health care system.

CVS CAREMARK IN CVS Caremark currently maintains extensive operations in Michigan. As of

MICHIGAN December 2011, these operations include one distribution center totaling 640
thousand square feet, 245 CVS/pharmacy stores and 10 MinuteClinics. The
state is also home to a Specialty Mail Order Pharmacy. These operations

directly employed nearly 5,300 workers.> In addition to directly employing
workers, CVS Caremark purchases tens of millions of dollars in goods and ser-
vices from local suppliers.

3. Employment is based on the 2011 fourth quarter report filed with the Michigan Unemploy-
ment Insurance Agency.

Anderson Economic Group, LLC
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OVERVIEW OF
ECONOMIC SCOPE

Economic Scope

III. Economic Scope

The economic scope of a company’s operations consists of all of the economic

activity in the state that is related to that company’s operations.* We measure
economic activity of CVS Caremark by:

1. Employment
Jobs supported by CVS Caremark’s operations.

2. Earnings
Gross compensation (e.g. wages, salaries, health benefits, and insurance) sup-
ported by CVS Caremark’s operations in the state.

3. Tax Revenue
State and local revenue from major taxes supported by CVS Caremark’s opera-
tions in the state.

4. Value Added
The overall income supported by CVS Caremark’s activities in the state. This
includes compensation paid to workers, net profits earned by local businesses,
and taxes paid to the government. Value added represents Caremark’s contribu-
tion to Michigan’s GDP.

When CVS Caremark spends money in the state, both for employee wages and
purchases of goods and services, it has an impact on the state’s economy, and
this impact is reflected in the four indicators listed above. There are multiple
avenues through which the Company’s spending impacts Michigan’s economy:

1. Direct Impacts
Direct impacts include activities directly attributable to CVS Caremark’s opera-
tions in Michigan, such as hiring people and paying wages.

2. Indirect and Induced Impacts
Each expenditure that CVS Caremark makes continues to circulate in the econ-
omy, even after the initial money is spent. Suppliers for CVS Caremark stores
are part of a supply chain and have vendors of their own who benefit indirectly
from CVS Caremark spending. In addition, employees use their wages to buy
groceries from the local grocery store, and contractors may use their revenues
from CVS Caremark to buy new equipment or expand their office space. Even
then, dollars continue to circulate as grocery store owners and equipment pro-
viders now have more money with which to purchase goods and services in the
local economy.

Direct impacts are taken from CVS Caremark data, which shows the Company’s
employment, payroll and non-payroll expenditures, and estimated gross margin
in the state. We estimate indirect and induced impacts using the Regional Input-
Output Modeling System (“RIMS II") multipliers, provided by the Bureau of

4. This report includes all CVS Caremark spending in our analysis in order to estimate the eco-
nomic scope, as opposed to the Company’s net economic impact. See Appendix A.
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Economic Scope

Economic Analysis (“BEA”).’ In order to determine these multipliers, the BEA
looks at the inputs and outputs of various industries and determines how
increased demand in one industry will result in greater earnings, employment,
and value added throughout the state. We estimate indirect impacts by applying
these “multipliers” to the payroll and non-payroll expenditures made by the

Company.
TOTAL ECONOMIC CVS Caremark spent over $240 million in Michigan in 2011. The Company
SCOPE directly employed 5,274 workers and paid wages and benefits to employees

totaling $188.9 million in 2011. The Company also spent $67 million on goods
and services from vendors in Michigan (see Appendix Table A-7).

The direct spending by CVS Caremark in Michigan only represents a portion of
its economic scope. CVS Caremark’s direct spending circulated through the
economy and created further economic activity (indirect and induced impacts).

Table 2 shows the total economic scope of CVS Caremark’s operations. In 2011,
we estimate that CVS Caremark supported a total of 8,060 jobs. In addition, the
Company’s activities were related to $283.7 million in earnings and almost
$520 million in value added. CVS Caremark’s activities resulted in an estimated
$106.0 million in state and local tax revenue.

TABLE 2. Economic Scope of CVS Caremark Operations in Michigan, FY2011

A B C=A+B
Direct Indirect & Induced Total
Employment 5,274 2,786 8,060
Earnings (millions of $) $188.9 $94.8 $283.7
Tax Revenue (millions of $) $87.7 $18.3 $106.0
Value Added (millions of $) $307.2 $212.6 $519.8

Sources: AEG Estimates using CVS Caremark data, RIMS I Multipliers
Analysis: Anderson Economic Group, LLC

0003006000030050150llll&ii!h

Table 3 shows how the indirect impacts of CVS Caremark expenditures in the
state affect specific industries. The industries most impacted by CVS Caremark
expenditures are services industries, with finance, real estate, and professional
and business services accounting for nearly half of the value added and the earn-
ings that are caused indirectly by CVS Caremark expenditures. Other industries
significantly impacted by CVS Caremark’s presence in Michigan are wholesale
and retail trade, health care services, and manufacturing.

5. RIMS I is very similar to the IMPLAN model developed by MIG, Inc.

®
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Economic Scope

TABLE 3. Indirect Economic Scope of CVS Caremark in Michigan,

O by Industry Impacted

A Earnings ~ Employment  Value Added

Impacted Industry (millions of §) (millions of )
Agriculture, fishing, forestry, or mining $0.6 26 $1.2
Utilities $1.1 12 $4.3
Construction $0.7 17 $0.9
Manufacturing $5.1 93 $10.0
Wholesale and retail trade $14.3 501 $26.6
Transportation and warehousing $29 69 $4.5
Information $1.7 33 $4.8
::;alx:;:,l ri’r;surance, real estate, rental $15.7 497 $86.5
Professional and business services $22.4 468 $33.2
‘I::i(‘i:l;:axional, health care, and social ser- $19.7 547 $25.2
———— L sa w9 s
Government and other $5.3 193 $6.3
TOTAL $94.8 2,786 $212.6

Sources: AEG Estimates using CVS Caremark data; RIMS II Type I Multipliers
Analysis: Anderson Economic Group, LLC
O Note: Differences between totals in this table and Table 2 are due to rounding.

EMPLOYMENT CVS Caremark reported 5,274 total employees at the end of 2011.6 CVS Care-
mark’s expenditures in Michigan (as discussed in “Total Economic Scope” on
page 5) resulted in an additional 2,786 indirect and induced jobs in the state.
This occurred as money was re-spent by suppliers and created more jobs
throughout the economy. See Table 4 below.

TABLE 4. Employment Related to CVS Caremark Operations in Michigan, 2011

A B C=A+B %
Employment at: Direct Indirect & Induced Total *
Michigan Suppliers® N/A 707 707
C\_’S Caremark Operations 5274 2,079 7353
Total Employment 5,274 2,786 8,060

Sources: AEG Estimates using CVS Caremark data, RIMS II Multipliers
Analysis: Anderson Economic Group, LLC

a. Expenditures include $67 million in payments to vendors and suppliers with a payment
address in Michigan.

6. Employee figures are from the 2011 fourth quarter report, filed with the Michigan Unemploy-

O ment Insurance Agency.

Anderson Economic Group, LLC 6
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EARNINGS

VALUE ADDED
(SHARE OF GDP)

Economic Scope

CVS Caremark’s Michigan operations resulted in $94.8 million of indirect and
induced earnings, in addition to the $188.9 million in direct salary, wages, and
benefits paid to CVS Caremark employees. See Table 5 below.

TABLE 5. Earnings Related to CVS Caremark Operations in Michigan, 2011

e ; A B C=A+B
Expenditure Type (millions of §) Direst: Todirect & Induced Totil
Michigan Suppliers N/A $26.3 $26.3
CVS Caremark Operations $188.9 $68.5 $257.4
Total Earnings $188.9 $94.8 $283.7

Sources: AEG Estimates using CVS Caremark data, RIMS Il Multipliers
Analysis: Anderson Economic Group, LLC

Value added, also known as contribution to GDP, represents the overall income
generated by CVS Caremark’s operations in Michigan. It can be estimated using
information on CVS Caremark’s compensation paid to employees, taxes paid,
and profits generated by its business. Using this information, and information
on the non-payroll expenditures by CVS Caremark, we estimate that the Com-
pany’s operations resulted in $212.6 million in value added in the Michigan
economy, in addition to the $307.2 million in direct value added due to net prof-
its, state and local taxes, and wages paid to CVS Caremark employees.

L

TABLE 6. Value Added Related to CVS Caremark Operations in Michigan, 2011

o ; A B C=A+B
Expenditure Type (milions of §) Direct  Indifect & Induced Total
Michigan Suppliers N/A $71.6 $71.6
CVS Caremark Operations $307.2 $141.0 $448.2
Total Value Added $307.2 $212.6 $519.8

Sources: AEG Estimates using CVS Caremark data, RIMS Il Multipliers

Analysis: Anderson Economic Group, LLC

Notes: All value added related to state and local taxes paid and net profits are included in
the line item for CVS Caremark Operations.

Over the next ten years combined, CVS Caremark’s contribution to Michigan’s
total GDP will be approximately $7 billion if its growth matches the average
annual growth for the national economy (an estimated 4.8%) as projected by the

Congressional Budget Office.” If CVS Caremark’s growth matches its recent
revenue growth (16% on average since 2001), its contribution to Michigan’s

7. Average annual growth in nominal GDP between 2012 and 2021 from the Congressional Bud-
get Office, The Budget and Economic Outlook: Fiscal Years 2012-2022, January 2012 Base-
line Forecast.

Anderson Economic Group, LLC 7




TAX REVENUES

Economic Scope

total GDP over the next ten years would increase to approximately $15 billion.
See Figure 1 for a summary of these trends.

FIGURE 1. Projected Scope of CVS Caremark Operations, Value Added to
Michigan’s Economy, 2011-2017

$1,400 - —_— . S—

sl’zw P —

$1,000 -
BCVS Caremark Average Revenue
$800 +——— L Growth

® CBO National Growth Estimates

millions of $

$-
2011 2012 2013 2014 2015 2016 2017

Sources: AEG Estimate using CVS Caremark data, CVS Caremark Financial Statements,
Congressional Budget Office January 2012 Baseline Forecast
Analysis: Anderson Economic Group, LLC

Businesses like CVS Caremark pay the following types of taxes in Michigan:

1. Taxes on business income and gross receipts.
The main tax on businesses operating in Michigan in 2011 was the Michigan
Business Tax (MBT). The MBT had three components: (1) a tax on business
income earned in the state at a flat rate 4.95%, (2) a modified gross receipts tax
equal to sales less purchases from other firms at 0.8%, and (3) a 21.99% sur-
charge on the liability from the other two components.

2. Taxes on real and personal property.
Businesses pay state and local property taxes on the real property (e.g. land and
buildings) and personal property (e.g. equipment) they own in the state. Com-
mercial businesses like CVS Caremark pay an average of 5% of the taxable

value of their real and personal property in taxes.’

3. Collection of sales, use, and excise taxes from customers.
Retail businesses also collect taxes from customers and remit them to the state.
This is the case with sales and use taxes that are levied on taxable goods and
services at a rate of 6% sold in their stores. This also occurs with bottle deposits,
container taxes, and taxes on certain other products.

In 2011, CVS Caremark directly paid or remitted $80.4 million in Michigan
state and local taxes. This includes taxes borne by CVS Caremark, such as taxes
on business income and property, and taxes collected from customers, such as

8. The average general property tax was 50.4 mills on commercial property in 2010. The State
Education Tax on property tax is 6 mills.

Anderson Economic Group, LLC 8
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Economic Scope

sales taxes. Employees, whose earnings are a direct impact, also had $7.3 mil-
lion withheld from their paychecks for Michigan’s personal income tax. We
have included personal income tax withholding as a tax related to direct activity

of CVS Caremark in Table 7 below.?

CVS Caremark indirectly generated an estimated $18.3 million in major state
and local taxes in Michigan from the earnings of suppliers in other industries,
and the expenditures of its employees. These estimates for tax revenue are cap-
tured in the overall impacts estimated in our value added calculations in previ-
ous sections, but we show the likely magnitude of these tax payments in Table 7
below.

TABLE 7. Tax Revenue Related to CVS Caremark Operations in Michigan, 2011

0 Sty B o : ISR T B CSA+B
Taz Category (millions of 3) Direct . Indirect & Induced Total
Personal Income Tax $7.3 $4.0 $11.3
Property Taxes $11.6 $8.8 3204
Sales and Use Taxes $27.7 $5.7 $33.4
Michigan Business Tax $16.1 $0.0 $16.1
Unemployment Insurance $1.1 $0.0 $1.1
Other Taxes $240 $0.0 _$24.0
Total Tax Revenues $87.7 $18.3 $106.0

Sources: AEG Estimates using CVS Caremark data, RIMS II Multipliers
Analysis: Anderson Economic Group, LLC

Taxes Paid by CVS Caremark Employees. We estimate that CVS Caremark
employees paid $16.5 million in income, sales and use, and property taxes in
2011, consisting of $7.3 million in state personal income taxes withheld by CVS
Caremark (direct tax revenue) and an additional $9.2 million in sales and prop-
erty taxes (shown in indirect and induced tax revenue) due to CVS Caremark
earnings.

We estimate that most of the wages paid to CVS Caremark employees were
spent in Michigan with half of this spending on taxable items. This consumption
resulted in an estimated $3.7 million in sales tax revenue. (See “Economic
Scope Model” in Appendix A for data and calculations.) Some CVS Caremark
employees own a home and pay state and local property taxes. We estimated the
likely number of CVS Caremark employees who would own a home using
information on average wages of employees and the Bureau of Labor Statistics
Consumer Expenditure Survey, which reports information on the consumption
patterns, including home ownership, of U.S. residents by income bracket. Using

9. We exclude personal income tax withholding from our direct value added calculation as wages
are pre-tax. This avoids double-counting,

Anderson Economic Group, LLC 9




Economic Scope

O this information, and the likely true cash value of homes owned by employees
and the millage rates they pay, we estimated that CVS Caremark employees
paid $5.5 million in property taxes last year. (See “Tax Analysis” in
Appendix A.)

Tax Revenue from Indirectly-Generated Earnings. Our tax analysis is based
on the economic scope of CVS Caremark’s operations. As discussed in “Earn-
ings” on page 7, we estimate that due to CVS Caremark’s purchases in the state,
$94.8 million in indirect and induced earnings were created last year. Applying
the same methodology to these earnings that we applied to employees’ earnings,
we estimate that this generated $9.0 million in sales, income, and property tax
revenue. (See Appendix Table A-5.)

O

Anderson Economic Group, LLC 10
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ECONOMIC SCOPE
MODEL

Appendix A. Data and Methodology

This report looks at the economic scope (or footprint) of CVS Caremark’s oper-
ations in Michigan. This is different from a net economic study that would iden-
tify earnings, employment, and value added caused by the Company’s activities
in the state after accounting for activity that would be replaced (or substituted)
in the company’s absence.

In order to estimate the economic scope of CVS Caremark’s operations, we used
an economic model that translates an increase in demand (e. g. spending) by the
Company into earnings, employment, and value added. The specific model we
used is the U.S. Department of Commerce Regional Input-Output Modeling
System (RIMS II), which uses multipliers to estimate spending, employment,

earnings, and value added in a region due to an increase in final demand.!? We
1dentify our assumptions for inputs and multipliers in the following tables. This
avoids the common problems of “black box” models where some of the meth-
odology and assumptions are hidden.

We measured economic scope by looking at all expenditures and employment in
Michigan related to CVS Caremark’s operations. We used the following meth-
odology when estimating economic scope.

1. Identified the impact region for the analysis.
The first step in estimating the economic impact of a company'’s operations is to
select the region where additional earnings and employment occurs. In this
analysis, the state of Michigan is the impact region.

2. Assessed the expenditure base.
We assessed payroll and operating expenditures by CVS Caremark that
occurred in Michigan in 2011. Data provided by CVS Caremark included the
names and locations of vendors so we were able to parse the type of vendor and
the nature of their activities for each specific expenditure made in Michigan. We
then assigned these expenditures to RIMS II industries. Table A-1 below shows
some examples of how we allocated vendor payments to RIMS II industries.

TABLE A-1. Types of CVS Caremark Vendors, by Industry

Industry Nature of CVS Caremark Vendors
Construction Industrial pavement and concrete maintenance
Chemical manufacturing Hair products manufacturer

Food, beverage, and other product Snack foods manufacturer

manufacturing

Sources: CVS Caremark Data
Analysis: Anderson Economic Group, LLC

10.RIMS IT is similar to the IMPLAN mode! developed by MIG, Inc in that both are input-output
models with similar multipliers.

Anderson Economic Group, LLC A-1
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TABLE A-1. Types of CVS Caremark Vendeors, by Industry (Continued)

Industry

Nature of CVS Caremark Vendors

Machinery manufacturing

Electrical equipment and appliance
manufacturing

Professional, scientific, and techni-
cal services

Administrative and support services

Waste management and remediation
services

Ambulatory health services
Real estate

Securities, commodity contracts,
investments

Other services
Wholesale trade
Households

Tax stamp machinery manufacturer

Power supply and industrial vehicle manufac-
turer

Legal services, architects, supply chain and
inventory management

Staffing, landscaping and power-washing ser-
vices

Hazardous waste disposal, recycling, transporta-
tion, and treatment

Physician services

Companies that own property for sale, rent, or
lease

Investment group with ownership in properties

Workforce development association
Food and beverage distributor

Landlords and independent contractors and sub-
contractors

w

Sources: CVS Caremark Data

Analysis: Anderson Economic Group, LLC

. Estimated economic scope.

To estimate the indirect impact (in terms of earnings, employment and value
added) of expenditures, we multiplied the expenditures in each industry by
RIMS II multipliers. These multipliers are industry specific, estimated by the
U.S. Department of Commerce, and customized to the region. Expenditures
were assigned to the RIMS II industry category that most closely corresponded

to the given vendor.

We used type II multipliers for our economic impact estimates, because they

include indirect as well as induced impacts. Type I multipliers are only appro-
priate when direct impacts include, in part, changes in regional household con-
sumption. Since our direct impact estimates only include expenditures by CVS
Caremark, type II multipliers are appropriate.

See Table A-7, “Economic Scope of CVS Caremark in Michigan, 2011,” on
page A-7 for a summary of our economic scope analysis.

Anderson Economic Group, LLC
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ECONOMIC SCOPE The following tables show how indirect and induced impacts were determined

O TABLES for employment, earnings, and value added in our economic scope analysis.

TABLE A-2. Indirect/Induced Employment Related to CVS Caremark Operations in

Michigan
_ ¥ Indirect & Induced Indirect &
. ] : ;. Employment per Induced

Expendtture Type (millions of §) million § Employment
Michigan Suppliers $67.3 10.52 707
CVS Caremark Operations $188.9 11.01 2,079
Total Indirect and Induced Employment 2,786

Sources: AEG Estimates using CVS Caremark data, RIMS II Multipliers

Analysis: Anderson Economic Group, LLC

Notes: “Indirect & Induced Employment per million 3" is based on the average impact of
increased spending by businesses and households across all industries in the state.
Benefits only include medical benefits.

TABLE A-3. Indirect/Induced Earnings Related to CVS Caremark Operations in

Michigan
: . Indirect & Indirect:&
ats : ;  Induced Earaings:  Induced Eainings
Espenditure Type (millions of §) - perSofSpending  (milllons of §).
Michigan Suppliers $67.3 0.391 $26.3
CVS Caremark Operations $188.9 0.363 $68.5
O Total Indirect and Induced Earnings §94.8
Sources: AEG Estimates using CVS Caremark data, RIMS II Multipliers

Analysis: Anderson Economic Group, LLC

Notes: “Indirect & Induced Earnings per $” is based on the average impact of increased
spending by businesses and households across all industries in the state.

Benefits only include medical benefits. 401 (k) benefits are not included because their
relation to current economic activity within the state of Michigan is ill-defined.

TABLE A-<4. Indirect/Induced Value Added Related to CVS Caremark
Operations in Michigan

Indireet & Induced . Indirect & Induced

. Valie Added Value Added
~Expeaditure Type (millions of §) - _per Sof Spending (millions of $).
Michigan Suppliers $67.3 1.064 $71.6
CVS Caremark Operations $188.9 : 0.746 $141.0
Total Indirect and Induced Value Added $212.6

Sources: AEG Estimates using CVS Caremark data, RIMS II Multipliers

Analysis: Anderson Economic Group, LLC

Notes: “Indirect & Induced Value Added per 8" is based on the average impact of increased
spending by businesses and households across all industries in the state.

Benefits only include medical benefits. 401(k) benefits are not included because their
relation to current economic activity within the state of Michigan is ill-defined,

©
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TAX ANALYSIS CVS Caremark provided the following taxes paid in Michigan in 2011:

e Corporate income taxes (in Michigan, this is the Michigan Business Tax)
O  Property taxes

e Sales, use and other taxes paid or collected from customers

* Personal income tax withheld and unemployment insurance taxes for employees

We then estimated the sales and property taxes paid by CVS Caremark employ-
ees in 2011. We describe our method below, and show summary numbers in
Table A-5 below.

TABLE A-5. Tax Revenue Related to CVS Caremark Operations in Michigan, 2011

CVS8Caremark Empﬁyu Indirect &
Thxes

MCgtcgnry (millions of §) Direet Induced Total Tazes

Personal Income Taxes $0.0 $7.3 $4.0 $11.3
Property Taxes $11.6 $5.5 $3.0 $20.1
Sales and Use Taxes $27.7 $3.7 $2.0 $33.4
Corporate Income Tax $16.1 $0.0 $0.0 $16.1
Unemployment Insurance $1.1 $0.0 $0.0 $1.1
Other Taxes $240 $0.0 $0.0 $24.1
Total Tax Revenues $80.5 $16.5 $9.0 $106.0

Note: Revenue rounded to the nearest hundred thousand,
Sources: AEG Estimates using CVS Caremark data, RIMS I Multipliers
Analysis: Anderson Economic Group, LLC

O Sales and Use Taxes. To determine consumption by CVS Caremark employees
in Michigan that was taxed at the 6% sales tax rate, we began with the earnings
of employees. We first estimated the average wage within each category of
employees (e.g. retail, management, and distribution center). We then estimated
the share of earnings spent in a given year using the Bureau of Labor Statistics
Consumer Expenditure Survey by income group. For the average earnings of
CVS Caremark employees in Michigan, we estimated that 95% of the earnings
were consumed. We also made an allowance of 10% for earnings spent outside
the state, on vacation for example or through a website where the vendor was in
another state (e.g. Amazon sales).

Finally, we looked at the Bureau of Economic Analysis Make and Use Tables
and Personal Income, the State Tax Handbook 2011 on taxable items, and the
Bureau of Labor Statistic’s Consumer Expenditure Survey to estimate the share
of consumption by workers that is subject to the state’s sales tax. We estimate
that 42% of consumption by workers in the income level analyzed spent their
earnings on taxable goods and services. For example, some items such as rent,
prescription drugs, and groceries are not subject to the sales tax in Michigan.

O
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Once we had determined taxable purchases we applied the 6% sales tax rate to
O estimate that workers spent $3.7 million in sales taxes in 2011. See Table A-6.

TABLE A-6. Estimate of Sales and Use Taxes Paid by CVS Caremark Employees, 2011

Caleunlation Sources and Notes

(in millions)

Earnings Paid to CVS Caremark Employees $173.7 CVS Caremark data
Share Spent in Michigan * 85.3%° AEG Estimate using BLS Consumer Expenditure Survey
Estimated Expenditures made in Michigan $148.2

AEG Analysis using BEA Make and Use Tables and Per-
Share Spent on Taxable Items at Retail *42% sonal Income, and BLS Consumer Expenditure Survey
Taxable Expenditures $62.2
Sales Tax Rate in Michigan * 6% Michigan sales tax rate
Estimated Sales and Use Revenue from
CVS Caremark Employees $3.7 million

Source: AEG Estimate using CVS Caremark data and the U.S. Bureau of Labor Statistics Consumer Expenditure Survey
Analysis: Anderson Economic Group, LLC

a. We used the share of income spent by income bracket from the Consumer Expenditure Survey (~5%) and an allocation
of 10% of earnings spent outside the state.

Property Taxes. Some CVS Caremark employees own homes in Michigan and
pay property taxes. It is likely this is the case for regional managers, specialty
pharmacy employees, and some workers in the distribution center and retail

Q stores. It is more likely for employees who are part of a dual-income household
to own a home and pay property taxes.

In order to estimate the property taxes paid by these workers, we would need to
know the taxable value of their property (which is roughly equal to half of the
true cash value) and the property tax rate for where they live as rates vary by
local community. We did not have this information, so we used two methods to
estimate property taxes paid.

1. Approach 1: Using the Consumer Expenditures Survey
The Consumer Expenditure Survey reports that individuals spend roughly 3%
of their income after taxes on property taxes. We multiplied estimated income
after taxes by income bracket for CVS Caremark employees by the percentage
of income spent on property taxes for this group.

This yielded an estimate of $5.5 million in property taxes paid (3.3% times
$166.4 million in income after taxes for CVS Caremark employees).

2. Approach 2: Estimate Home Values and Average Property Tax Rates
A second approach estimates the portion of employees who own a home, the
likely value of their home, and the property tax rate they pay.

* We estimated home value by multiplying the average salary of a CVS
Caremark employee by 3. (As a rule of thumb people purchase homes
between 2 to 3 times their annual income.)We chose three because we
thought the household income of those employees who own a home would

O
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be 50% to 100% greater than just the CVS Caremark employee's salary,
and so multiplying it by 3 would provide a conservative estimate of home
value. This yielded a home value that was close to the average home price
in southeast Michigan presently.

* We multiplied the estimated home value by 50% to get the taxable value.

* We multiplied the taxable value by 3.9% (average property tax rate in 2009
for the state education tax and general property taxes) to estimate the state

and local property taxes.!!

* We found that the estimated property taxes were 6% of the salary of
employees who purchase a home. The Consumer Expenditure Survey
reports that 53% of people with the incomes of CVS Caremark employees
own homes. Using 50% as an estimate of employees who own a home, we
found that 3% of income after taxes would be spent on property taxes,
which is approximately the same percentage as reported in Approach 1
using the Consumer Expenditure Survey.

11. Citizens Research Council, “Outline of the Michigan Tax System,” 2010.
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Anderson Economic Group, LLC is research and consulting firm specializing in
economics, public policy, finance and business valuation, and market and indus-
try analysis. The firm has offices in Chicago, Illinois and East Lansing, Michi-
gan. AEG has conducted economic and fiscal impact studies for private, public,
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